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Big Problems in Public Finance 


INCREASING interest is shown every year in the selection of the Tax Institute 
symposium topic. During the years the Institute has developed a careful pro- 
cedure for selecting from the topics that/lend themselves to symposium treat- 
ment the one that in the opinion of the*Advisory Council and the Board of Di- 
rectors it will be most in the public interest to have discussed. 

The selection of the symposium’ topic consists of three basic steps. First, 
Advisory Council members send, in their suggestions for symposium topics. 
Second, the Board of Directors:give careful consideration to these topics, and 
any others that may have been suggested by other persons, and narrow the 
choice to three, any one of which the Board feel would make an excellent 
symposium topic. Third, these three choices are referred back to the Advisory 
Council for the final selection: 

The process is a stimulating and interesting one, as it indicates the views of 
an outstanding group of persons representing different segments of the public 
finance field covering the most important current problems in public finance. 

The Board of Directors has narrowed the 1956 suggestions to the three fol- 
lowing topics and these are: ‘now being voted on by the Advisory Council: 


Financing Highways 4 
Effects of Taxation on Capitall Formation 
Are There Economic Limits to/Excise Taxation? 


The topic will be announcedito members as soon as the voting is completed. 
After the Council choice has been made, the Board will appoint a program 
committee of three persons whe are particularly well informed on the topic 
selected. 

Other topics that were suggested for the 1956 symposium were: 


Foreign Aid %4 i Equalization of Property Taxes 
Urban Redevelopment “DEE Consumption Taxes versus Income 
State Income Taxation on Interstate; Taxes 

Commerce Peg Shared Revenues 
Tolls versus Taxes S\ Role of State and Local Governments 
Realism in State Tax Administration a4 in National Fiscal Policy 
Ethics in Taxation Taxation and Consumption 
Highway and Urban Transit Problems Financing Social Security and Public 
Various other topics relating to Welfare 

transportation 


Several other suggestions that were made. with comments are reproduced 
below, as it is believed that they will be of interest to Tax Policy readers. 


If it has not already been explored, a good subject might. be organized for discussion 
around the impact of current tax rates on the ability of smaller and medium-sized busi- 
nesses to meet their equity capital requirements in a growing economy.! We find that 
this is quite a problem with smaller businesses. 

—C. A. SIENKIEWICZ, President, Central-Penn National Bank 


' The Tax Institute will publish shortly a forum pamphlet on “Should Federal Tax 
Policy Encourage the Development of Small Business?” 
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One topic which might be of interest has to do with what I refer to as “replacement 
deficiency.” That is, the determination of profits by providing for depreciation on an 
“historical cost” basis as contrasted with a “current replacement cost” basis. In view of 
the continued inflationary trend in our economy this problem appears with increasing 
impact as a result of our income tax laws. 


Tax relief in respect of this problem was provided in Germany, Austria, and other 
foreign countries, prior to World War II, and in France and Italy, in August, 1945, and 
March, 1946, respectively and more recently in Belgium. 


The more liberal depreciation provisions inherent in the Revenue Act of 1954 were, in 
my opinion, largely an attempt to solve this problem but are only a stop-gap accelera- 
tion due to the “recovery of investment” limitation inherent in the “historic cost” basis. 


W. B. SANDERS, Tax Manager, Crown Zellerbach Corporation 


The following letters relating to state taxation indicate that we may be ap- 
proaching a period of particular unrest in this field. 


There is one field of taxes and revenue consideration that is often confused, probably 
because of the lack of thorough understanding and sufficient information. This deals 
with the entire problem of shared revenue and sources of tax revenue generally. I am 
not so sure that it is a big enough subject to warrant a symposium, but it does require 
attention by some authoritative source such as the Institute. It is possible that with 
a little thought, this might be expanded into a general theme of Financing State and 
Local Governments with emphasis on the shared revenue program. 


Haroip A. CAswEL_, Tax Manager, Eastern Terirtory, Sears, Roebuck and Co. 


I would suggest that you give consideration to the subject of state taxation in this pres- 
ent era of rapid population growth and economic change. 


As you know, a “new look” has been taken at state governmental responsibilities and 
finances in these recent postwar years, due to the emphasis placed upon state’s rights 
and responsibilities by the Eisenhower Administration, the Kestnbaum Commission, 
the Hoover Commission and others. Postwar state tax and spending trends have soared 
sharply upward. The symposium might well take a close look at these trends and their 
implications, particularly with respect to the future course thereof. 


The subject suggested offers many topics for discussion. For example, revamping state- 
local tax structures to meet the increased expenditures expected in the years ahead; 
the question of what to do about dedicated funds in the light of what is to come; state 
financial and budget administration; state local financial relations; and the whole 
gamut of federal-state-local fiscal relations. 


Probably the subject I suggest is almost too broad for an annual symposium and pains 
would have to be taken to hold the discussion within bounds. It seems to me that the 
subject of needed changes in state taxation in the years of growth that lie ahead for 
example, would be quite a topic. 


ALVIN A. BurGER, Executive Director, Texas Research League 


It would be most helpful to us to have a discussion of comparative taxing and spending 
in the industrial states. 


On taxing we have the 1953 study of the Bureau of the Census giving per capita fig- 
ures for all state and local revenues. In New York State, this spreads across our whole 
population the fantastic New York City collections from taxes, tolls and transit fares. 
So we have used state per capita figures in conjunction with per capita figures of each 
of our major cities and compared this aggregate with comparable figures for cities of 
the same size in selected states. I do not need to tell you of the problems involved in 
this but I can assure you that businessmen interested in their government find such 
figures useful bench marks for local orientation. 
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Our industrial states have followed markedly different policies with regard to the 
hidden versus direct tax problems. We now have reasonably good information in several 
of our states applicable to this problem. The work that Frank Moore has done here in 
New York has as a by-product shown us the percentage of the property tax in each of 
our major cities that rests on business. For instance in New York City only about 18% 
of the assessed valuations are for single and two-family houses. Most of the rest of this 
huge burden is hidden. The Bird Commission on State Fiscal Affairs found this hidden 
tax characteristic to be the most important weakness in New York’s state-local tax 
structure. Ohio is in a much different position. Pennsylvania seems to raise a very high 
proportion of its money from business. Interestingly enough, the tax burden on busi- 
ness in Pennsylvania is virtually equal to the business tax burden in New York but 
state-local expenditures in Pennsylvania are drastically less than in New York. 


On the tax side, then, I am suggesting a discussion of the state-local tax burden in com- 
parable communities of selected industrial states; a review of the varying policies fol- 
lowed on hidden versus direct taxation and perhaps an examination of such beliefs as 
whether direct taxes promote tax consciousness and produce a lower total tax burden. 


On the spending side use is made of a variety of figures such as cost per pupil in edu- 
cation, cost per patient in institutions and even on occasion cost per mile of major 
highway construction. Use of such figures is nearly always prefaced by a few remarks 
about their limitations and followed by endless refinements such as cost per patient- 
day, cost per patient-meal and everything but an indication of whether the patient was 
ever cured. A review of comparative data on programs in various states might be helpful 
if it would remind us all again of what we should be measuring. Even an indication of 
the services rendered in some states and not in others might be of interest. 


Our states have made very different decisions about the location of financing and admin- 
istration of some services rendered at different levels of government in different states. 
We have a number of pat phrases regarding the relationship between the levels of gov- 
ernment rendering a service, its cost and efficiency. These are the experiments in state- 
local government that possibly could teach us a great deal. 


I suggest one further facet to this comparative picture. That is a good look at political 
numbers as they relate to government. For instance, it is my personal opinion that the 
under-representation of New York City in our Legislature is more than offset by two 
facts: the governor, who occupies a strong position governmentally and commands 
great publicity resources, is elected without reference to Assembly or Senate district 
lines; 55% of the vote for governor in 1954 was cast in seven cities and two-thirds of all 
votes were cast in thirteen cities and towns. The great contest of the two political 
parties in the state for the highly desired office of governor is dominated by the con- 
test for the vote of the city dweller. City-suburban voters are not only numerous but 
can statistically be shown to be more willing to change from one ticket to another than 
are rural voters. This means that the governmental programs and tax policy of New 
York State are designed to appeal to the city voter. I am not sure the businessmen are 
as aware of how these facts might be applied by themselves and their organizations 
when attempting to influence taxing and spending policies. 


What I am suggesting here is a symposium which would, in the light of some of our 
best-loved prejudices examine the difference in our industrial states in tax policy, state- 
local spending, and loci of political power. 


It is perhaps true that my suggestion demands a large scale study. It was my thought 
that a need for examining the experiments that will be made in the various states would 
be dramatized better by a Tax Institute symposium than any other way I know of. 


Homer E. Scace, Director, Department of Governmental Affairs, 
Empire State Chamber of Commerce 
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